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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF ARIZONA

ALLIED TUBE AND CONDUIT) No.CIV 99-1926-PHX-ROS
CORPORATION, a Delaware corporation
ORDER

Plaintiff,
Vs.

JOHN MANEELY COMPANY, a
Pennsylvania corporation, et a.,

Defendants.

N e N’

On October 27,1999, Raintiff Allied Tube& Conduit Corporation (“Allied”) filed aComplaint
dlegingthat Defendants John Manedy Company (“ Manedy”), Razor Wirelnternationd, L.L.C. (“ Razor
Wire'"), and Perry Shumway, infringed onits patent, U.S. Patent No. 4,509,726 (“* 726 Patent”), through
manufacture and sale of barbed tape products. Pending beforethe Court isAllied sMation for Prdiminary
Injunction.

Discussion

Toobtain aprdiminary injunction, Allied, the moving party, must establish that: “(1) it hasa
reasonablelikelinood of succeading onthemerits, (2) itwill suffer irreparableharmif theinjunctionisnot
granted; (3) thebdanceof hardshipstipsinitsfavor; and (4) aninjunction would beconsistent with the
publicinterest.” Hdlifix Ltd. v. Blok-L ok, Ltd., 208 F.3d 1339, (Fed. Cir. 2000). Allied hastheburden

of showing likelihood of success on the meritswith respect to patent validity, enforceability and
infringement. Nutrition 21 v. Thorne, 930 F.2d 867, 869 (Fed. Cir. 1991).
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l. Likelihood of Success on the Merits

Toestablish alikelihood of successon the merits, Allied must show that it will likely prove
infringement of the* 726 patent, and that itsdlaim of infringement will likdy withstand any chdlengestothe
validity and enforceghility of the’ 726 patent. Genentech, Inc. v. Novo Nordisk A/S, 108 F.3d 1361,
1364 (Fed. Cir.), cart. denied, 522 U.S. 963 (1997). Tosatidy thelatter requirement, Allied must show
that Defendant’ schallengesto vaidity and enforceshility lack subgtantial merit. 1d. Defendantsno longer
contest that, if the patent isvaid and enforcesble, Razor Wire sproduct infringesit. Therefore, theandyss
of likelihood of success on the meritsfocuses on the chalengesto vaidity and enforceshility, and theissue

of whether Defendants gained intervening rights during the period the patent |apsed.

A. Wasthe Patent Valid When Issued Originally?

The' 726 Patentispresumed valid. 35U.S.C. § 282, see dso Canon Computer Systemsyv. Nu-
Kotelntel, Inc., 134 F.3d 1085, 1088 (Fed. Cir. 1998). However, the presumption does not relieve
Allied of itsburden of demongtrating likelihood of success on the merits of dl disputed issuesregarding
validity. Genentech, Inc., 108 F.3d at 1364 n.2 (quotation omitted).

1. Was the Subject of the Patent Described in a Printed

Publication or on Sale More Than One Year Prior to the
Application Date?

Aninventionisnot paentableif itisthesubject of aprinted publication, isplaced in public use, or
Ison sdein the United States more than one year prior to the date of the application for the patent. 35
U.S.C. 8102(b)." The*726 patent gpplication wasfiled on October 17, 1983, (* 726 Patent, Pl. Ex. 1);
thus the patentisinvalidif it wasthe subject of aprinted publication or on sde prior to October 17, 1982.

Manedy and Razor Wire assart that theinvention wasthe subject of aprinted publication, aletter
fromWilliam Boggs, then aVice Presdent of American (and subsequently Allied’ s Director of Business
Deve opment), addressed to “ customers’ and dated June 7, 1982. (P, Ex. 227). Allied arguesthat the

! Section 102 gtatesin pertinent part: “A person shdl beentitled to apatent unless.... (b)
theinventionwas patented or described in aprinted publicationinthisor aforeign country or in publicuse
or on saeinthiscountry, morethan oneyear prior to the date of the gpplication for patent inthe United
States.
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|etter does not condtitute apublication. To iy the definition of “printed publication,” theletter had to
be generdly available. See Northern Telecom, Inc. v. Datapoint Corp., 908 F.2d 931, 936 (Fed. Cir.),
cart. denied, 498 U.S. 920 (1990). Thekeysto thisdetermination arewhether theletter was disseminated
and accessbletothepublicinterested intheinvention. Congtant v. Advanced Micro-Devices, Inc., 848
F.2d 1560, 1568 (Fed. Cir. 1988). Boggstedtified that he sent the letter to digtributors, dong with aprice
ligt, and that both were samped “ confidentid.” (Fl. Ex. 227; Boggs Test., Tr. a 247). Thepartiesdo not
digoutethet theletter went to 20-30 of thesedidributors. Becausetheletter was sent to digtributors, rather

than end usersto whom the distributors sold, and was marked confidentid, theletter was not accessble
to the interested public and does not constitute a publication.

In amemorandum prior to the hearing, Razor Wire asserted that the * 726 patent is not vaid
because the barbed tape that is the subject of the patent was“on sale’ prior to October 17, 1982. 35
U.S.C. 8102(b). Indetermining whether the patented tapewas“on sal€’ pursuant to 8 102(b), thefirst
issueiswhether the barbed tape sold prior tothe rdevant date contained each dement of thedamsof the
726 Patert, “ and thuswas an embodiment of thedaimed invention.” Sceltech Inc. v. Reted/Tetra L.L.C,
178 F.3d 1378, 1383 (Fed. Cir. 1999). In addition, the barbed tape had to be the subject of a
commerdd offer for sdleand hed to beready for patenting. 1d. (ating Pfaff v. WdlsEledronics Inc., 525
U.S. 55, -, 119 S.Ct. 304, 311 (1998). Allied arguesthat it did not have barbed tape on sdle containing
dl threedementsof the* 726 patent dam: aranforcingwire, aflange, and anarrowing of theflangea the
barb roots, prior to October 17, 1982. (‘726 Patent, Claim 1).

Inits pogt-hearing memorandum and its propased findings of fact and conclusons of law, Razor
Wiredid not restate the defense that American offered the patented tapefor sdlebefore October 17, 1982,

rather, it argued only that the patented tape was produced prior to that date. (Razor Wire' s PFFCL
(“RWPFFCL") a FF Y143 and CL 1/14). Thus, itisunclear whether Razor Wire meansto continueto
as=rtthe“onsaé’ defense. BecauseRazor Wireraisad theissueof the“onsde’ dateprior tothehearing
and the parties offered evidence pertaining to theissue at the hearing, the Court will addresstheon-sde
defense.

Advertisements suggest that American did not sell barbed tape with dl three of the patented
featureslisted above prior to October 17, 1982. Plantiff offered as evidence American’ sadvertisaments
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in Fence Industry magazinefrom January, 1981 through December, 1983. (Fl. Ex. 189(a)-(ii)). Infive
monthly issues, from July, 1982 through November, 1982, asmal sentencein the ad Sates: “ Ask about
our new, improved RAZOR RIBBON.” (FI. Ex. 189(s)-(w)). However, nothing dseis sated about the
product andthusit isnot clear whether the ad isreferencing the patented product. Boggstestified at the
hearing that the product referenced isthe grooved tape, not the wire-reinforced tape. (Tr. at 375).
Moreover, American beganto sl large quantities of the grooved tape beginning around that sametime,
inJune, 1982. A new product isnot mentioned a dl in the December, 1982 and January, 1983 issues,
and the February, 1983 issueis not in the record. (Pl. Ex. 189(x)-(y)).
Thefirg advertisement describing Razor Ribbon [1, the patented tape, gppearedintheMarch,
1983 issue. (Pl. Ex. 189(2); (Tr. 375)). The ad states, in relevant part:
Now it’ seven better! Razor Ribbon barbed tapeisroll-formed and cold denched
g\éfeir é rg\ggntmg I r?n gsetdd\é\{lerr?n .'ﬁ % rtlttrxj dCleth.I ike the other barbed tape obstacles and

New Razor Ribbon Il shows just how serious you are about your security.

For full assistance on all your security fencing needs, call us now!
(A. Ex.189(2)). Anadvertisement withamoredetalled picturecf the product gppeared inthe April, 1983

issue. (Pl. Ex. 189(aa)).

Althoughtheearlier adsingructed cusomersto ask about anew product asearly asuly, 1982,
theadsdid not provide detail sabout the patented product until March, 1983, or possibly February 1983,
intheissuenot offered into evidence. (Tr. 372-75). Boggstedtified that Americanwanted to advertiseits
new products, such asits patented barbed tape, assoon asit could. (Tr. 376). He admitted that artwork
hed to besubmitted to Fence Indudtry magezinein advance. (Tr. 376). However, even with the advance
time for ad submission, the dates of the magazine ads suggest that American did not begin sdling its
patented barbed tapeuntil early 1983. Had American begun sdling the patented tepe sooner, it could have
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submitted artwork to the magazine even earlier.? Moreover, Boggstestified a the hearing that the earliest
American sold the patented barbed tape product was November 1982. (Tr. 249, 254, 257).

American’ srecords of orders dso suggest that American did not sall the patented tape prior to
October 17, 1982. American’schronologica order filesfor 1982, (Pl. Ex. 190-201), contain ordersfor
both flat, grooved, and wire-reinforced product. Thefirst ordersreferencingasdeof Razor Ribbon with
wire, one of the elements of the* 726 patent claim, are dated November, 1982. (PI. Ex. 200, docs.
A132239, 43, 44).

The partiesdigoutethe date that American was ableto begin manufacturing the patented barbed
tape. However, evenif the product was manufactured before October 17, 1982, theon-sdedefense, as
dated above, requiresthat the barbed tape be the subject of acommercid offer for sde. Scatech Inc.,
178 F.3d at 1383 (citing Pfaff, 119 S.Ct. at 311).

Absent evidencethat the product was of fered for saleprior to October, 1982, the date of manufacture
does not establish the defense.

The evidenceindicates that American did not sdll the patented barbed tape prior to November
1982. Therefore, Defendants argument, thet the patent isinvaid because American sold the patented tape
more than oneyear prior to filing the patent gpplication, lacks*subgantia merit.” Genentech, 108 F.3d
a 1364. Pantiff hasmadethe necessary showing of alikelihood of success onthe meritsof thisissue,
Id.

Manedly assertsthe on-sale defense on adifferent ground. Accordingto Manedly, another
corporation, Man Barrier, begen sdlling aproduct containing the three essential dementsof the patent daim
prior to October 17, 1982. Manedly offersthe 1989 deposition of Dr. Arthur Stanley, who became
Director of Operationsa Man Barrier Corporationinabout 1977 after managing the United StatesArmy’s

2 Initspost-hearing pleadings, Plaintiff arguesthat the 1983issueof “ Svests Catdog,” containing
building products, includes American’ ssecurity fences but does not show abarbed tape product with dl
thepatented features. Althoughthecata og doesnot refer to“Razor Ribbon,” thenameultimately given
the product, it doesshow apicture of abarbed tapewitharanforcingwire. (Fl. Ex. 211). Itisnot clear
whether or not this product containsall of the featuresin the* 726 patent clam. However, aproduct
appearing in the 1983 Sweet’ s catalog would not establish salesin 1982.
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controllable barrier sysemsandysisprogram.® (Stanley Dep. 27, 31-32, 39-40). Stanley testified that
Man Barrier was selling wire-reinforced short barbed tape at least asof August 17, 1981. (Id. 70-71).
However, this product did not have aflange, one of the dements of the patented claim. (Id. at 132).
During the 1980 to 1982 timeframe, Man Barrier dso manufactured along barbed tape product dinched
aroundalinewire. (1d. 121, 130-32). Thisisapparently the product Manedy cdlamsto have been“on
sde’ morethan oneyear prior to October 17, 1982. However, Sanley’ stestimony does not indicate that
this product had all the elements set forth in the patented product claim. (Seeid. at 130-132).

Inaddition, Allied arguesthat Stanley’ sdeposition isincons stent with the hearing testimony of
Robert Mgor, anemployeeof Man Barrier from 1977 t0 1985, and of American from 1985t01997. (Tr.
692-93). At ManBarrier, Mgor initidly worked asaplant engineer and becameinvolved in product
deve opment and manufacturing. (Tr. 693-94). Mgor tedtified that Man Barrier first produced aproduct
gmilar to American' s patented tgpein 1983. (Tr. 724). 1na1989 deposition, Mgor aso testified that
Man Barrier produced asimilar product early in 1993. (Major Dep., May, 1989, at 64).

The parties have presanted conflicting testimony about the date on which Man Barrier beganto i
abearbed tapewith the dementslised in the patented tape dam. However, Dr. Sanley’ stestimony was
offered only by depastion, precluding full assessment of hiscredibility. Evenif Stanley’ stesimony were
credited rather than Mgor’ s, theevidence doesnot indicatethat Man Barrier’ sbarbed tape contained dl
threeof the necessary dements. Plaintiff hes shown alikelihood of successon the meritsby showing thet
Defendants argument lacks “substantial merit, ” Genentech, 108 F.3d at 1364.

2. Was the Patent Obvious?

Defendantsarguethat the* 726 patent isnot vaid because the barbed tape dready onthe market
rendered the patented barbed tgpe obvious. Aninventionisnot patentable”if the differencesbetweenthe
subject matter sought to be patented and the prior art are such that the subject matter asawholewould
have been obviousa the timetheinvention was madeto aperson having ordinary skill intheart towhich

3

When Dr. Stanley's deposition wastaken in 1989, he was employed by Rockwell
Internationd asatheoreticd physcist, and had been out of the barbed tape busnesssnce hisdeparture
from Man Barrier Corporation in 1985 or 1986. (Stanley DT. 39-40, 49, 178-79).
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sadsubject matter partains” 35U.S.C. §103(a). Duetothe presumption of validity, apatented invention
IS presumed nonobvious. Kahnv. Genera MotorsCorp., 135 F.3d 1472, 1480 (Fed. Cir. 1998). In

determining whether it isobvious, theinventionis considered asawhole and the patent clamsare
considered in their entirety. 1d. The Federal Circuit explains:

Measuring adamed invention againg the dandard established by section 103 requiresthe

oft-difficult but critical gep of casting the mind back to the time of invention, to congder

the thinking of oneof ordinary skill intheart, guided only by the prior art referencesand

the then-accepted wisdom in the field.
Ecolochem, Inc. v. Southern Cdl. Edison Co., — F.3d—, 2000 WL 1273566 (Fed. Cir. 2000) (citing
In re Dembiczak, 175 F.3d 994, 999 (Fed. Cir. 1999)).

Manedly and Razor Wire argue that the patented barbed tape was obviousin light of asample
barbed tape Boggs sent to Mgor Carl, the Commandant of the U.S. Army Engineering School at Fort
Bdvair, Virginia On October 22, 1981, Boggswroteto Mgor Carl toinform him that American had

produced abarbed tape that dinched long barbed tape onto ahard corewire. (Ex. 709). Boggsendosd

samples of the new long-barb wire-reinforced product with the letter. Maneely and Razor Wire

acknowledge that the samples sent to Mg or Carl differed from the patented barbed tapeto the extent thet
they did not contain flangesthat narrowed a thebarbroots. However, both Defendantsarguethat the cut-
outsnarrowing theflangeswerewd|-knownintheprior art. Allied srongly disoutesthisassartion, and
argues that no prior art contained flanges narrowing at the barb roots.

Defendantsarguethat the prior art rendering the patented materia obviousindudesAmerican's
grooved razor tapeswith cut-outs narrowing theflangesat the barb root. The partiesdo not dispute that
American could not cregte the tape with anarrowed flange until it received a* 5-up die” from the person
who designed and produced it, Donald Boness.* The machineisreferred to as“5-up” becauseitis
desgned to punch fivesrandsof metd barbed tapefromasinglemetd tepeblank. (See1986 Bonessaft.
a 14, A. Ex. 152). In December 1980, after meeting with employees of American, Bonessdrew aplan
for a5-up dietha would punch barbed tape with strands narrowing at the barb roots. (Id. a §5; 5-Up
DiePan, Ex. 202). In 1981, Bonessordered ablueprint for arollformer fromL & A Enterprises. (Tr.

*  Bonesstedtified that single dies could not produce atape with aflange narrowed a the barb
root. (Tr. 246).
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at 632-33). Theblue print depictsthe barbed tape produced by thefive-up die, and showstheflange
narrowing at the barb roots. (Tr. 635; Blueprint, Ex. 561).

Whenthefirg 5-up diewasproduced and ddiveredto Allied islargely acredibility determination.
Allied arguesthat the 5-up diewas not used in production until November, 1982. In affidavitsdated June,
1986, Boggsand David VanDenburgh, American’ spresident, both sworethat American sent Bonessa
formal purchaseorder for itsfirst 5-up diein July 1982, and Boness' first 5-up diewasddlivered to
Americanin November 1982. (Exs. 245 1115, 16; 88, p. 118, 115). Boggsaso testified a the hearing
that he thought Boness delivered the first 5-up die in November or December 1982.

(Tr. 249, 252).

Documents confirm that Bonessdelivered afive-up dieto Americanin November, 1982. The
earliest purchase order for a5-up die contained in the record, No. 4230, dated July, 7, 1982, sates that
the5-up dieis”[r]equired to beoperationa by November 22,1982.” (Ex. 219). A packing dipreflects
that this 5-up die was completed and shipped on November 2, 1982. (1d.) Theinvoice corresponding
to the order isdated November 4, 1982. (Id.) Boggstedtified that this purchase order, the packing dip
andtheinvoiced| concern American' sfirg S-updie. (Tr. 249-253). Inaddition, Boness wifemaintained
alog of hissdes, service, and repair work. (Tr. 507). The purchase order, invoice, and packing dip
contain an order number, order date, due dete, and ddlivery date that correspond to the dates set forthin
entry number 839 in Boness' work log. (Ex. 155).

Boness wife began thework login February, 1982. (Tr. 507). Thelog containsafew entries
dated prior to February, 1982, from June, 1981 through January, 1982. (Ex. 155). Bonesstedtified that
entrieswith datesprior to February, 1982 reflect ordersthat were il pending in February, trandferred
froman older log that isno longer available. (Tr. 507). Theearlier entriesnote completion or “out” detes
of February, 1982 or later.® (Id.) Thelogindicatesthat threefive-up dieswere ddivered to Americanin
1982 and 1983, in Boness' log at entry numbers 839, 975, and 1020. (Ex. 155). However, Defendants

> Two Jenuary, 1982 “out” datesareinduded, but only for entries containing multipledates. The
second “out” date in each of these entriesis March, 1982.
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arguethat Bonessddivered hisfirst 5-up dieto Americanin 1981, prior to thedate on which hiswife
started keeping the log.

Bonesstedtified a the hearing that hiswifeincorrectly recorded inthelog the order and ddlivery
datesof thefiveupdie. (Tr.573). However, that datement isincongstent with the datesin surrounding
entriesinthelog, aswdll asthe dates on theinvoiceand packing dip. Defendantsarguethat Boness
subsequent log entries support the conclusion that atotd of five 5-up dieswere ddivered. Boness log
containsgpproximatdy thirty entriesfor serviceand repair on American’ sfive-up diesfor over threeyears
without identifying theparticular diesarviced. (Id.) However, beginningon April 21, 1986, dl of Boness
subsequent entriesfor American’ sfive-up dies, gpproximatdy twenty-ninetota by theend of January,
1990, contain anumber for the 5-up diethat was serviced or repaired, anumber between oneandfive.
(Id.) Thesenumbersinthelog suggest that Bonesswassarvicing atotd of five 5-up diesfor Americanin
April, 1986 and thereafter.

Defendants refer to other entriesin thelog as additiond support for the position that Boness
shipped American a least onefive-up dieprior to the dielogged a entry number 839 and ddivered in
November, 1982. According to Defendants, thelog showstheat, on December 16, 1982, American sent
two five-up diesto be sharpened.® (Ex. 155, No. 932; Tr. 596). If thedie ddlivered in November 1982
werethefirgt, American could not havesent two for sharpening in December, becausethe next diewas
not ordered until March, 1983 and ddliveredin May, 1983. (1d., No. 975). However, a the hearing,
Boness acknowledged thet the entry may have indicated that adie was sharpened, returned to American,
and then sent back to Boness' shop for more work. (Tr. 595).

Defendantsaso point out thet thelog indicatesthat Bonesswas serviang five-up diesfor American
well before the ddivery in November 1982 of the diethat Allied claimsto bethefirs. (Ex. 155, Entry
Nos. 774,822,828, 856, & 892). Allied arguesthat these early entriesdo not reflect that American was
using 5-up diesin production before November, 1982. Bonesstedtified a the hearing that the frequency
of sharpening adie used in production varies depending on factors such asthe speed of the press. (Tr. at

® A log entry on November 16, 1982, states“ update 2 dies-add bending arm.” (Ex. 155, No.
917). Manedy assartsthisentry dso supportsthe condusion that American hed two five-up dies by this
time. However, the entry does not state whether both dies were 5-up dies.
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585). However, he acknowledgesthet, in aprior deposition, he hed tedtified thet dies require sharpening
a afrequency ranging fromtwo to Sx weeks. (Tr. 586). Hefurther tedtified that sharpening took at lesst
threeto four dayswhen hefirg began sdling 5-up diesto American. (Tr. 589). It definitely could not be
performedinoneday. (1d.) Thefirgfour entriesinthelog noting sharpening of a5-up dieindicate that
thediearrived at Boness facility and wasshipped back out onthesameday. (Ex. 155, Entry Nos. 774,
822, 828, and 856). Dueto the short turnaround time, Boness testified that these early entrieshad to
reflect something other than sharpening of dies. (Tr. 590).

Boness consdered it likely that, rather than sharpening the dies on these occasions, his shop
performed sometypeof repair work ingead. 1d. He added that acharge of $390 st forthin one of the
early entriesfor sharpening a so suggeststhat different work was performed, because sharpening was
condderably moreexpengve. (Id. & 391). It wasnot until December 16, 1982, inthelog entry reflecting
two incidents of sharpening, thet thedieor dieswerekept longer than oneday. (Ex. 155, Entry No. 932).
Oneddivery datewas 3 weeks after shipment, on January 7, 1983, and the second was on January 12,
1982. Thisevidence suggeststhat American first began running production through Boness 5-up diein
approximately mid-November, 1982. (1d.; Tr. 586-587).

Both Allied and Defendants attempt to rely on various statements by Boness to support their
respective podtionsabout thedate American beganusnga5-up die. Therefore, itisnot surprisngtofind
that Boness' testimony about thefirst ddivery dateisinconsstent. Bonesstedtified a the hearing that he
delivered atotd of five5-up diesto American, and that the dieddivered in November, 1992 wasthethird.
(Tr.641). Atonepointinthehearing, Bonesstestified thet heddlivered thefirst two diesin 1981, but at
another point, hetestified that he could not remember when thesefirst two dieswere shipped. (Tr. 513,
641).

Another Boness deposition dso reflects his uncertainty about delivery dates. During his 1989
depogtion in the Coadta Wire Warehouses, (“ Coadd”), litigation, Bonesstestified that he could not say
that thedieddivered in November 1982 wasthefirg five-up die, and that it could have been the second
or third such die he ddivered to American. (BonessDep., Sept. 12, 1989, 5-9, 13). However, inhis
1986 &ffidavit submitted to the Patent and Trademark Office, (“PTO”), thestatement dosestintimeto the
eventsat issue, Boness averred that thefirst 5-up diewas ddlivered in November, 1982. (Ex. 15297).
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Given bath thelack of certainty expressad in some of these sdatementsand theincons ency among other
statements, the Court does not consider Boness' testimony about delivery dates to be
credible.

Defendantsoffer other witnessesin support of theargument that thefive-up dieswerein operation
well beforeNovember, 1982. Renne Cano, aDefendant and former employee of American, tedtified thet
American obtained itsfirst 5-up diein 1981. (Tr. 446). However, Cano acknowledged that, in a
depogtionfor theCoadd litigation, hetedtified that hethought Americanrecaiveditsfirst 5-up diein 1982
or 1983 (ld. a 410). Canofurther testified that American ultimately obtained five of thesedies, and that
each was samped with anumber from onetofive. (Id.) Defendantsaso offer the April, 2000 testimony
of Cruz Cabrera, another former American employee. Thistestimony isinconcdudve because he merdy
dtated that American obtained thefirst diesin either 1981 or 1982. (CabreraDep. a 16). However,
Manud Perez, aformer American employee currently employed by Cano at Razor Wire, testified thet
American was usng a5-up die to make grooved razor tape when he went to work for the company in
August, 1982. (Tr. 763).

Thewitnesstestimony about thetime at which American began making thegrooved product with
the five-up dieisinconsstent and a number of the witnesses expressed some degree of uncertainty.
Boness contemporaneouswork |og showswork onafive-up dieon four occasonsbeforethe November,
1982 dhip date of thefive-up dieAllied damswasthefirg. However, given Boness admissonthet the
description of thework performed on these occas ons, sharpening, wasinaccurate, thedescription of the
product, a5-up die, may have been inaccuraieaswal. The Court findsVanDenburgh' stetimony credible
and condudesthat American likdy ordereditsfirg five-up diein Augugt, 1982 for ddivery in November,
1982.

Defendantsaso point to thetiming of American’ sincreasein grooved razor wiresales, beginning
in June, 1982, to support the position that the 5-up diewasin operation before November. American’s
recordsindicate that the company obtained ordersfor 20 boxes of the grooved razor wirein January,
1982. (Ex. 190, doc. A131528). OnMarch 19and April 9, 1982, American recelved two more orders
for atotd of 18 moreboxes (Ex. 192(a), 193(a)). However, in Juneand July, American began marketing
the grooved product. Inthe June, 1982 |etter to digtributors discussed previoudy, Boggs discussed the
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groovedrazor tepe. (Ex. 227). Theletter described the* new improved ‘ grooved RAZOR RIBBON,”
and explained that the grooved ribbon would eventudly haveawireimpressad in the center, encompassed
by thegroove. (1d.) Likewise, theadsfor “new, improved Razor Ribbon,” beginninginthe July, 1982
Fencendudtry magazine, werean indirect referenceto the grooved product. (Boggs Dep., March, 2000,
at 347). Beginningin July 1982, American received hundreds of ordersfor the grooved product and
shipped thousands of rolls. (Exs. 196(a)-201(a)).

Allied doesnot disputethat American sold grooved razor tape severd monthsbeforeit began
meanufacturing thewire-reinforced tape. However, Allied arguesthat the grooved tape did not render the
wire-reinforced tgpe obvious because, a thetime of invention of the latter, the grooved tape did not have
cut-outsnarrowing theflanges. Asgated above, the partiesdo not disputethat American could not cregte
tapewith narrowed flangesuntil it received a5-up die. Theincreasein salesvolume does not necessarily
indicate that American was using the 5-up diesin July.

Asdated above, Perez testified that American was making grooved razor tgpewith a5-up die
when hewent towork for the company in August, 1982. (Tr. 763). However, other tesimony ismore
ambiguous. Gabriel Vadez, an employee of American who hasworked for the company for over 20
years, inmanufacturing and asatroubleshooter servicing machines, testified in hisdepogition that the
company made the grooved razor tepewith a5-up die. (Vadez Dep., March, 2000, & 80). Vddez dso
tedtified that, when American produced the grooved tapewith the5-up die, it had longer barbsand cut-
outs. (Id. 107). However, Vadez tesimony doesnot indicate whether American Sarted by meking the
tape on another die, or always made it on the 5-up die. (Ex. 1033  4).

Canotedtified thet the grooved tape dways had cut-outs narrowing theflanges. (Tr. 443). Lewis,
another former American employee, testified that the grooved tape and thewire-reinforced tapewere
identica, except for thewire. (Tr. 835). However, Lewisreturned to Americanin 1983 after severd years
away fromthecompany. (Tr. 830). Therefore, hedid not have persond knowledge of the machineused
to makethegroovedtapein 1982, or knowledge of whether the grooved tape aways contained cut-outs
narrowing the flanges.

VanDenburgh, American'spresident, testified thet Ameri can probably made some of thegrooved
product on a 1-up diewithout acut-out whenit sarted up theroll former. (Tr. & 524). Boggs, theformer
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vice-president, a sotestified that American Sarted making thegrooved tapewith asingle-up dieto seeif
they could put the barbsthrough aroll former. (Tr. 245). Headded that the product made with the one-up
die did not have a narrowing of the flange. (1d. 246).

TheCourt findsVanDenburgh' stestimony particularly credibleand condudesthat thegrooved tape
product began to be manufactured before the 5-up diewas available in November, 1982. Becausethe
grooved tape produced prior to use of the 5-up diedid not contain anarrowing of theflange at the barb
root, the grooved tape product did not help render the patented product obvious prior to the date of
invention.

Razor Wirearguesthat other productson themarket rendered the patented tape obvious. Razor
Wirearguesthat Man Barrier madewire-renforced barbed tape prior to October, 1982, with acutout at
theroot of the barb. Razor Wire offerstestimony of Major about Man Barrier’s products, but, as
discussed above, Mg or does not testify that the other products had each of the dementsstated in the
patented tgpe clam. (Tr. 757). However, Steve Garner testified that a Bataco product with awireand
acutaway narrowing theflange existed on the market before Garner even entered the businessin 1975.
(Tr. 832-33). Garner referenced exhibits 137 and 138. Thefirst isaflat barbed tape, and the second is
awire-reinforced tape. Both have cut-outs. However, Mgor testified that these products do not have
flanges. (Tr. 744-745).

Moreover, asAllied assarts, oneof thetwo patentsfor inventionsby Siegfried Uhl referencedin
the ‘726 patent, patent number 2, 908,484 for abarbed wire spird, pertainsto a“ Bataco-styl€’ barbed
tapesgmilar toexhibit 187. (Ex. 167 (‘484 Patent)). Allied assertsthat it disclosed this patent, and another
Uhl patent, number 3,916,958, to the PTO, and the Court notesthat both patentsare discussed inthe* 726
patent. (Ex. 1). Thepresumption of vaidity indudesthe presumption that the patent examiner consdered
the referencesthat were beforehim or her. Al-Ste Corp. v. VS Int'l, Inc., 174 F.3d 1308, 1323 (Fed.
Cir. 1999); seeads0 InrePortolaPackaging, Inc., 110 F.3d 786, 790 (Fed. Cir. 1997). Therefore, the

burden of overcoming the presumptionismoredifficult whentheprior at wasbeforetheexamingr. Al-Ste
Corp., 174 F.3d & 1323. Giventhefact that aBataco-style product was beforethe examiner, combined
with Mgor’ stestimony that the product does not containaflange, the Court concludesthat the Bataco-
style products did not render the patented tape obvious.
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The other patent to which Razor Wire refers, number 3,363,455, pertaining to abarbed tape
invented by Meckd, likewisewas distlosed to the patent examiner and liged in the 726 patent. (Ex. 1).
Moreover, thisproduct does not have anarrowing of theflange a thebarb root. (Ex. 170). TheMeckd
patent does not render Allied’ s patented tape obvious.

Faintiff hasshown alikeihood of success onthe meritsby showing that Defendants arguments
about obviousness lack “substantial merit, ” Genentech, 108 F.3d at 1364.

3. Does the Doctrine of Judicial Estoppel Bar Allied From
Asserting that the Patent isValid?

Manedy arguesthat thedoctrine of judicid estoppd barsAllied from asserting that itspatent is
vaid, becauseitssubsdiary, Coadd, mede assartionsto the contrary in previouslitigation. Inthet litigation,
commenced in 1988, American dleged that Coadtd infringed the* 726 patent. (Ex. 270). Thedoctrine
of judicd estoppd isinvoked to prevent aparty from abusing thejudicd process by assarting apodtion
inconggent withapostiontheparty previoudy asserted, whether inthesameor indifferent litigation. See
Rissetto v. Flumbersand SteentfittersLoca 343, 94 F.3d 597, 600, 605 (9th Cir. 1996); Russdl v. Ralfs,
893 F.2d 1033, 1037 (9th Cir. 1990) cert. denied, 501 U.S. 1260 (1991). The doctrineis most
commonly employed to prevent partiesfrom making contradictory factud assertions. 1d. a 1037 (internd
guotation omitted).

Judicid estoppd exigsto preservethedignity and integrity of thejudicid processby preventing
alitigant from “playing fast and loose with the courts.” Rissetto, 94 F.3d at 601 (interna quotation
omitted). Giventheimportanceof thegodsunderlying thedoctrineof judicid estoppel, the Ninth Circuit

has even applied the doctrineto acivil litigant who had taken an inconsistent position in a prior
administrative proceeding regarding worker's compensation. Id. at 604.

Intheprior Coadd litigation, Allied swhally owned subsdiary, Coadtd, argued that Americanwas
not entitled to the attorney-client privilege or thework product privilege dueto its conduct. In support of
this argument, Coastal asserted:

Conced ment waskey to American’ ssuccessin the Patent Office[in obtaining the* 726

patent] because—
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1. Ameicanwithhdd fromthe Patent Examiner thefact that it had offered to i
\k/)vireaéeinfor?edlong barbed tapeto the Army that had dl of thedementsof itsinitidly filed
roadest claim.

2. American conceded the product of acompetitor, Bataco, which induded the
“undercut” feature, which the Patent Office believed important to the issuance of the
patent.

3. American conceded aGerman patent . . . which, coupled with ordinary kil
would have taught the Examiner that the undercut was old.

4. American conceded from the Patent Office asdes publication of its product,
published morethan oneyear beforethe patent gpplication, informing itscustomer thet the
wire reinforced tape it had offered to the Army would be available to them.

(Defendant’ sBrief in Support of itsMation.. . . to Compe Production of Documents’ in American Fence
Ca., Inc. v. Coastd Wire Warehouses, Inc., ClV 88-0614 PHX CLH, Ex. 806 at 4). Atleast threeof

these arguments, numbers 1, 2, and 4, arerdaed to arguments Allied isnow trying to refutein the action
a bar. Number oneisareferenceto Boggs letter to Mgor Carl, number twoisareferenceto the Bataco
product, and number four isareferenceto Boggs 1982 letter to didributors. Defendantsdo not accuse
Allied of conceding theletter to Carl, the Bataco product, or the sl es|etter; however, Defendants argue
that dl of these materids help render the patented product obvious. Thebrief filed by Coadtd continues
with asection addressing each of the arguments numbered above. (Ex. 806). With respect to the first
argument, about the sample sent to Magjor Carl, Coastal’s brief states:

Againg this overwheming evidence [that the sample sent to Carl matched a
drawinglocatedin Americansad agency’ sfiles|, Boggsnow sayshewon't disputeMgor
Carl’ stestimony.

Thisisquiteachangefor Boggs. In1985in another lawsuit before this Court
involving the same patent, Boggs misdentified the product hesent toMgor Carl. InMay
1989, when Coadtal first deposed himinthislitigation, Boggs engaged in the same
mischaracterization of the product he sent to the Army.

... Inthislawsuit Boggs not only mischaracterized what he sent tothe Army in
hisfirgt deposition, he provided incorrect and mideading answersto interrogetories. Wi
asked when American first manufactured wire reinforced long barbed tape, Boggs
answered, “ Frg ppototypes[sc] menufactured in late summer or early fal 1982 T
wasnot true. When confronted with test reports of tests that Boggs requested, Boggs
backpeda ed and admitted that American requested outs detesting of itswirerenforced
prﬁodxct a least asearly as January 1982 —atimein close proximity to Boggs letter to
the Army.

(Id. a 7-8 (citationsomitted)). Boggs, the very witness Coastd repesatedly accuses, during the Coadd
litigation, of pagt “mischaracterization,” isnow oneof Allied smateria witnessssintheaction a bar. How
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Allied expectsthe Court to congder Boggs tesimony crediblein light of itsown past accusationsisvery
puzzling.

In another pleading inthe Coadtal litigation, Defendant’ sMotion for Extension of Timefor

Completion of Pre-Trial Procedures, Allied, through Coagtd, continuesto make argumentsit isnow
attempting to refute in the action at bar. (Ex. 783). Allied, through Coastal, states.
Defendant believesthat plaintiff’ s patent isinvalid not only because the subject

metter isobvious(35 U.S.C. §103), but aso [because] plaintiff sol orofferedthesubjed

matter of the patent for sdle more than one year prior to the gpplication therefor. (35

U.S.C. 8102(b)). . ...

In addition to the above evidence directed to the invalidity of plaintiff’ s patent,

Oefendant believesthat it will show that the subject matter of plaintifi’ s patent was obvious

because of the activities of plaintiff’scompetitors, induding Man Barrier in Connecticu.
(Id. at 4-5).

Allied arguesthat the doctrine of judicid estoppd isingpplicable because the court in the Coada
litigetion never conduded thet the* 726 patent wasinvdid. On numerousoccasons, theNinth Circuit has
indicated that other circuits st forth two differing gpproachesin determining when to goply thejudicia
estoppd bar. See, e.q., Rissetto, 94 F.3d a 601 (quoting Y anez, 989 F.2d at 326) (internal quotation
omitted)); Garcia, 37 F.3d a 1367 (quoting Britton v. Co-op Banking Group, 4 F.3d 742, 744 (Sth Cir.

1993)) (edditiond internd quotation omitted). Of the drcuit courtsthat have reached theissue, the mgority

apply thebar only when the court hearing the previous action adopted, in somemanner, theincong stent
Satement presented during that action. Rissetto, 94 F.3d at 601 (quotation omitted); Garcia, 37 F.3d at
1367 (quotation omitted). Theminority apply thebar evenwhen thelitigant wasunsuccessful inassarting
theincong stent statement during previous proceedings, if thelitigant isplaying "fast and loosg" with the
courtsby changing hisor her podition. Rissetto, 94 F.3d a 601 (quotation omitted); Morrisv. Cdifornia,
966 F.2d 448, 453 (9th Cir.), cert. denied, 506 U.S. 831 (1992).

TheNinth Circuit had never found it necessary to choose between thesetwo gpproaches; rather

it continualy applied both gpproaches and arrived a the sameresult. See, eq., Britton, 4 F.3d a 744;
Yanez, 989 F.2d at 326; Morris, 966 F.2d at 453. In Rissetto, 94 F.3d at 601 n.3, the Ninth Circuit
further observed that mogt of the other dircuit courtsdo not utilize soldly one gpproach or the other. Mogt
of theother circuit courtshave concluded that judicid estoppd is particularly gppropriate when aparty
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succeeded in prior proceedings by asserting anincond stent position; however, they have not concluded
that the doctrinegppliesonly in that context. 1d. (citing ARN, Inc. v. Schictt, Inc., 798 F. Supp. 219, 224-
25n.7 (D.N.J. 1992)). Accord, Lawrence B. Solum, Moore's Federa Practice § 134.33[4] (3d ed.
1998). However, inasubsaquent decison the Ninth Circuit dedined, without discussing the existence of
two pogitions, to goply judicid estoppe asabar becausethe court inthe prior action had not adopted the
Incond stent pogition. Masayesvafor and on Behdf of Hopi Indian Tribev. Hae, 118 F.3d 1371, 1382
(9th Cir. 1997), cert. denied sub nom., Halev. Secakuku, 522 U.S. 1114 (U.S. 1998). Hence, theNinth

Circuit embraced the maority view.
Defendants have not offered evidence that the court in the Coadtd litigetion adopted thefactua
assartionsof Allied’ ssubsidiary, Coastd, or reached the conclusion that the * 726 patent wasinvaid.

Therefore, judicid estoppe will not be gpplied asabar. Masayesvafor and on Behaf of Hopi Indian
Tribe, 118 F.3d at 1382.

B. Did the PTO Properly Reinstate the Patent?

When American Fence Company, Inc, asubsidiary of American, owned the* 726 patent, a
maintenance feefor the patent became dueto the PTO on October 9, 1996. However, Defendants admit
that Defendant Perry Shumway indructed patent counsd to refrain from paying thefee. (Note by Cahill,
Sutton & Thomes, attached as ex. to Petition to Accept Delayed Payment, Ex. 893); seedso Ex. B. to
Manedly Co. Resp. to Pl Moat., Ex. Gto Pl. Reply.) Becausethefeewas unpaid, the patent lapsed on
April 9, 1997 following the expiration of a six-month grace period.

On February 4, 1997, prior to thetime the sx-month grace period expired, Allied entered intoa
gock purchase agreement (“ SPA”) to purchase dl the outstanding capital sock of American. (Ex. 522).
The SPA expressy provided that the gock of subsdiary American Fence Company, Inc., (“AFCI™), was
an asxt excluded from purchase. (1d. 1). Defendantsarguethat Plaintiff did not purchase the assets of
AFCl, induding the* 726 patent. However, Allied assartsthat the SPA conferred ownership of the ‘726
patent. Allied pointstothelist of excluded assets attached as schedule’5.9.2 to the SPA, aligt that does
not containthe * 726 patent. (Id. at sched. 5.92). Allied dso pointsto the Supply Agreement, attached
to the SPA asschedule 5.8, inwhich it agreed to sl the products listed in exhibit A (attached thereto) to
American Fenceand Security Company, Inc. anditsaffiliates, induding AFCI. (Id. a sched. 5.92). The
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list of productsin Exhibit A includesthe Razor Ribbon barbed tape. (Ex. 249). Findly, Alliedrdieson
schedule 3.1.14, listing the Intel lectua Property Rightsit acquired viathe SPA, and pointsout that it
acquired the Razor Ribbon trademark. (Ex. 522 at sched. 5.92).

Regardlessof whether the SPA initidly trandferred the' 726 patert, Allied obtained an “ Assgnment
Nunc Pro Tunc” on April 9, 1999, trandfearring ownership of the* 726 patent from AFCI to Allied, effective
nunc pro tunc asof February 4, 1997. (Ex. 251). Onthe same day the assgnment was given, April 9,
1999, it wasfile-stamped asreceived by the PTO. Alongwiththe Assgnment, Plantiffsfiled apetition
requesting thet the PTO accept late payment of themaintenancefeesfor the' 726 Patent. (Ex.). TheApril
9, 1999 date wasthefind date of the 24-month period following thelapse of the patent inwhichthe PTO
could accept payment of the maintenance fee upon ashowing thet faillureto pay thefeewas* unintentiond” .
35U.SC. 841(c)(1).” Plaintiff informed the PTO that it was not aware of the decisonto dlow the‘ 726
patent to lapse. Ultimately, the PTO agreed to reinstate the * 726 Patent effective October 26,

1999.

Defendantsarguethat the PTO erred in permitting reinstatement of the patent. InitsReply to
Defendants proposed findingsand conclusion, Allied arguesfor thefirgt timethat the tatute governing
reinstatement doesnot createanimplied defense of erroneousrandaiement. Therefore, the Court hasnot
obtained the benefit of full briefing on thisissue. Only two courts have addressed theissue, and both
condudethat defendantsin an infringement action generdly cannot assart eronecus reindatement asan
affirmative defense. See CdliforniaMed. Products, Inc. v. Tecnol Med. Products, Inc., 921 F. Supp.
1219, 1256-57 (D. Ddl. 1995); Laerdal Med. Corp. v. Ambu, Inc., 877 F. Supp. 255, 259-60 (D. Md.

7 35U.S.C. § 41(c)(1) provides, in full:

TheCommissoner may accept thepayment of any maintenancefeerequired by subsection
(b) of thissection whichismadewithin twenty-four monthsafter the sx-month grace
period if the delay is shown to the satisfaction of the Commissioner to have been
unintentiona, or a any time after thesix-month grace periodif thedday isshowntothe
satisfaction of the Commissioner to have beenunavoidable. . . . If the Commissioner
accepts payment of amaintenancefee after the 9x-month grace period, the patent shall be
considered as not having expired at the end of the grace period.
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1995). Asthe Ddawaredidrict court explains, the Patent Act ddlineatesthe defensesthat may be offered
in an action challenging patent validity or infringement. They are:
(1) Noninfringement, absence of liability for infringement or unenforceability,

(2 Invelidity of the petent or any daim in it on any ground spedified inpart 11 of thistitle
as acondition for patentability,

(3) Invdidity of the patent or any damin suit for fallureto comply with any requirement
of sections 112 or 251 of thistitle,

(4) Any other fact or act made a defense by thistitle.
35U.S.C. §282 (quoted inCdiforniaMed. Products, Inc., 921 F. Supp. a 1256). The Ddaware court

noted thet the defense of erroneous reingtatement isnot one of the defenses described in paragraph one,
noninfringement, albbsence of ligbility for infringement, or “unenforcegbility,” aterm covering equitable
defensesinduding“latches, estoppe , unclean hands, andinequitableconduct.” CdiforniaMed. Products,
Inc., 921 F. Supp. at 1256 (citing JP. Stevens& Co. v. Lex Tex Ltd., 747 F.3d 1553, 1561 (Fed. Cir.
1984)). However, the Delaware court added that it “expresse[d] no opinion as to whether

misrepresentationsmade by apatent holder in areingatement petition under section 41(c) could conditute
inequitableconduct.” 1d. & 1256 n.30. ThisCourt will returnto thispoint after consdering the other three
defenses listed in § 282.

Asthe Delaware court explained, the defense of erroneous reinstatement does not fall under
paragraph two ether, because the rengtatement provison, 35 U.S.C. 8§41 gopearsinpart | of title 35, not
patll. CdiforniaMed. Products, Inc., 921 F. Supp. a 1256. Likewise, § 41 isnot oneof the specific

sectionsset forth in paragraph three. 1d. Absent inequitable conduct that might causethe defensetofit
within paragraph one, then, the only possible paragraph that could encompassan erronecus rendatement
defenseisthecatch-dl provison of paragrgph four, providing for ““[alny other fact or act made adefense
by thistitle.”” 1d. (quoting 35 U.S.C. § 282(4)).

Because 841 doesnot expressdy make erroneous reinstatement adefense, the Delaware court
consdered whether the affirmative defense could be implied, based on the four-part inquiry used to
determinewhether agtatute givesriseto animplied right of action. 1d. at 1257 (citing Cort v. Ash, 422
U.S. 66 (1975)). The Delawaredistrict court adopted the Maryland court’ sapplication of the Cort
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factorsto section41. CdiforniaMed. Products, Inc., 921 F. Supp. a 1257. The Maryland court stated,

in relevant part:

[T]heprinciple purposebenind 35 U.S.C. § 41(02 and (c)(1) wasthat Congressdesired
that patent holders hdp to finance the operation of the PTO by paying maintenance fees
Certainly that seemsto precludethe cond uson, with regard to theﬂ rst Cort factor, that
[defendant], is* oneof thedassfor Whoseespedd benefit the gatutewasenacted” . With
regard to thesecond Cort factor, thereisno indication in the statutory language or the
legidative higtory which suggeststhat Congressintended to permit andlegedinfringer ..
. to question an aleged error of the PTO in congruing the word “unavoidable’ [or the
word “unintentiona”] and in gpplying such congruction in agivenindance to permit a
patent holder . . . toreviveapaent. Astothethird factor, thet is whether such adefense
. ..1s" conggtent with the underlying purposes of thelegidative schemetoimply sucha
remedy”, such adetermination isat best doubtful. Although such aremedy would
seemingly not destroy the legidative scheme, such remedy doesclearly lieoutside of that
scheme. Theonly factor weighing infavor of [defendant’s| position isthe fourth, for the
areaof patent law isnot onetraditiondly relegated to Satelaw. However, sncethreeof
thefour factorsweigh against implying such aright on the part of [defendant] anddnce,
for the mogt part, thistest has been gpplied cautioudy againgt recognition of acause of
action except wherethetext or legidative history suggeststhet Congress specificaly
intended one, thisCourt will notimply any right onthe part of [defendant] inthisingtance.

Laerda Med. Corp., 877 F. Supp. at 259-60 (footnotes omitted). ThisCourt agreesand adoptsthe
condusion and reasoning of theMaryland and Ddawaredidrict courts. ThePatent Act doesnaot giverise

to an implied affirmative defense of erroneous reinstatement.

Returning to thefirgt category, however, the action a bar requiresthis Court to condder theissue
the Ddlaware court raised, but did not decide— “whether misrepresentations made by a patent holder in
areingatement petition under section 41(c) could condtituteinequitable conduct.” 1d. at 1256 n.30. On
March 3, 2000, Plantiff filed a Petition asking the PTO to “Recondder Previoudy Accepted Delayed
Payment of Maintenance Feein Light of aNew Fact.” Inthe Petition, Plantiff explained that discovery
conducted in preparation for the preiminary injunction hearing before this Court reveded that Plaintiff
“should have known” by April 22, 1997 that the * 726 Patent lapsed. Attached to the Petition arethe
declarationsof two of Plaintiff’ semployees sating that they should have known about thelgpse by late
April or early May of 1997. (Decs. of Boggs, Filletti, attached to Petition).

Allied previoudy represented that it had not been aware of thelapse of the* 726 Patent until it
began invedtigating Defendants purported infringement inthefdl of 1998. Allied now datesthat it should
have known of the lgpse goproximatdy one and one-hdf yearsearlier thanit previoudy indicated, by adete
no morethan two to threeweeks after thelgpseon April 9, 1997. Becausethe PTO declined to address
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the Motion to Reconsider, its decison to reingtate the patent was based on information subsequently
revedled to beincorrect.? However, Defendants have not offered evidenceto challenge Boggs and
Hlletti’ sstatementsthat theoversght wasunintentiond. At mogt, theevidenceindicatesnegligence. The
Court condudesthat thisunintentiona conduct does not condtitute inequitable conduct faling withinthe
“unenforceshility” category of eguitable defenses described in CdiforniaMed. Produdts Inc., 921 F. Supp.
a 1256. A conclusonto the contrary would conflict with the expresslanguage of the Satutory provison
dlowing reingatement within the rdevant time period if the lapse was unintentiona. See35U.S.C. §
41(c)(2). Allied hasestablished alikdlihood of success on the merits of the propriety of reinstatement,
becauseit hasshownthat Defendant’ schdlengeto rengatement lackssubstantid merit. Genentech, Inc,
108 F.3d at 1364.

C. Is Enforcement of the Patent Barred by the Doctrine of
Absolute or Equitable I ntervening Rights?

ThePatent Act providesthat, when apatent isreingtated after algpse, partieswho, during thelapse
period, “mede, purchasad, or used’ goodsthat wouldinfringethereindated patent areentitled to continue
the use of, or to sdll to others’ those goods “ so made, purchased, or used.” 35U.S.C. §41(c)(2).° The
rightsconferred by thisprovisonareknown as“ absoluteinterveningrights” Theprovisonisdesgnedto
protect therightsof thosewho, inrelianceonthelgpse, first took stepsto begin making, sdlling, or usng

the product during the lapse period, i.e., after the end of the six-month grace period but prior to

8 Rather, Manedly asserts, and Allied does not dispute, that on April 10, 2000, the PTO
concluded that improper reinstatement of the* 726 Patent isan issuethat must beraised third party inan
infringement action. However, this Court is not bound by the determination of the PTO.

° The statute provides, in relevant part:

A patent, theterm of which hasbeen maintained asareault of the acceptance of apayment
of amaintenance fee under thissubsection, shdl not abridge or affect theright of any
person or that person’s successorsin businesswho made, purchased, offered to s, or
used anything protected by the patent within the United States, or imported anything
protected by the patent into the United States after the 6-month grace period but prior to
the acceptance of amaintenance fee under this subsection, to continuethe use of, to offer
for sdle or to sl to othersto be usad, offered for sde, or sold, the spedific thing so made,
purchased, offered for sale, used, or imported.
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reinstatement. Fonar Corp. v. General Elec. Co., 107 F.3d 1543, 1554 (Fed. Cir. 1997), cert. denied,

522 U.S.908 (1997). Legidativehistory statesthat theintervening rights provisionsin 841(c)(2) are
gmilar tothosein35U.S.C. 8 252, concerning reissued patents. 1d. (quoting H. Rep. No. 97-542, & 8
(reprintedin 1982 U.S.C.C.A.N. 772)). Absoluteintervening rightsextend only to goodsaready made
a thetimethereissue patent isgranted. BIC Leisure Prods., Inc. v. Windsurfing Int'l, Inc., 1 F.3d 1214,
1221 (Fed. Cir. 1993) (interpreting § 252).

Thesecond santenceof 35 U.S.C. §41(c)(2) grantscourtsdiscretion to * providefor the continued
manufacture, use, offer for sde, or sdeof the[good] . . . to the extent and under such termsasthe court
deemsequitablefor the protection of invesmentsmadeor businesscommenced” during thelapseperiod.®
Thissectionalowsthecourt to grant aparty potentidly broad rightsto continuemanufacturing and sdling
goodsthet would atherwiseinfringe areissued patent in order to protect investments mede during thelapse
period. BIC Leisure Prods, Inc., 1 F.3d a 1221 (congtruing § 252). Although potentialy much broader
than the absoluteright to sall goods already made, the rights granted by this second provision are not

absolute; rather, they areknown as* equitableinterveningrights” 1d. ““ Thepurposeof [thisportion of ]
the statute isto protect investments which have been made in good faith reliance on some perceived
infirmity intheoriginal patent.’” Thayer v. Nydigger, No. CIV 95-2004-AS, 1999 WL 372552 * 12 (D.
Or. 1999) (quoting Halliburton Co. v. Western Co. of North Am., 10 U.S.P.Q.2d 1973, 1983 (W.D.
Okla 1988), aff'd, 935 F.2d 281 (Fed. Cir. 1991)).

1 The second sentence of the statute provides:

The court before which such matter isin question may provide for the continued
manufacture, use, offer for sale, or sdeof thething made, purchased, offered for sale, or
used withinthe United States, or imported into the United States, as specified, or for the
manufacture, use, offer for sale, or salein the United States of which substantial
preparation was made after the 6-month grace period but before the acceptance of a
mai ntenance fee under thissubsection, and the court may aso providefor the continued
practice of any processthat is practiced, or for the practice of which substantial
preparation was made, after the 6-month grace period but before the acceptance of a
mai ntenance fee under this subsection, to the extent and under such termsasthe court
deemsequitablefor the protection of invetmentsmade or busness commenced after the
6-month grace period but before the acceptance of a maintenance fee under this
subsection.
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I the Court concludesthat reinstatement of the* 726 patent waswarranted, then Defendantsargue
that they areentitled to the absol uteintervening right to sl thegoods produced during thelapse period.
They ds0 arguethat equitable congderationswarrant the grant of equitableintervening rights. AsAllied
pointsout, however, courtsonly grant equitableintervening rightsto partiesacting in “good faith” who
“innocently” develop and manufacturetheinfringing good. Henkd Corp. v. Cord, Inc., 754 F. Supp.
1280, 1320 (N.D. 11. 1991) (citing Sesitle Box Co. v. Industrial Crating and Packing, 756 F.2d 1574,
1579 (Fed. Cir. 1985)). Allied arguestha Razor Wirewas neither innocent nor acting in good faith; rether,

it argues, Defendant Perry Shumway ingtructed American’ spatent counsel not to pay themaintenancefee
so that he could start acompeting bus ness manufacturing aproduct identica to the subject of the* 726
patent. Defendantsadmit that Shumway ingructed patent counsd to refrainfrom paying thefee. (Note
by Cahill, Sutton & Thomeas, attached asex. to Petition to Accept Deayed Payment, Ex. 893); seedso
Ex. B.to Manedy Co. Resp. to Pl Mat., Ex. Gto Fl. Reply). However, they dispute the assertion that
Defendants were not acting in good faith.

By October, 1996, Shumway began hearing rumorsthat Allied might acquire American. (Tr. 91,
98). InOctober, 1996, Shumway investigated the extent of phone traffic between American, Allied, and
itsparent, Tyco. Shumwaly asked Harry Ray, who kept American’ s phonerecords, to check for cals
between American and the areacodesin which Allied and Tyco were located. (Tr. 136-39). Ray’'s
search showed that therewerealarge number of calsbetween American, Allied and Tyco, and confirmed
Shumway’ s suspicions. (Tr. 137-40).

Shumway may have begun discussons as early as October, 1996 with American employee Renne
Cano about starting their own barbed tape business. (Tr. 91). By that time, Cano had worked in
American’ s barbed tgpe manufacturing divison for over twenty years, and wasin chargeof it. (Tr. 384).

By October, 1996, American had made and sold the subject matter of the * 726 patent, Razor
Ribbon, for gpproximately fourteenyears. (Tr. 254). Razor Ribbon was American’ smain product a this
time. (Tr. 526). Shumway knew well in advance that a maintenance fee was due on American’s‘ 726
Patent on October 9. American’ spatent counsd wrote Shumway on May 28, 1996, informing him that
“[t]hethird and final United States Patent and Trademark Office maintenance feefor Patent No.
4,509,726, entitled ‘BARRIER' . . . isdue and payable on or before October 9, 1996,” and that if the
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maintenance feewas not paid, “the patent will expireand dl rightsinthe patent will belogt.” (Ex. 10; Tr.
83-84). Theletter asked Shumway for hisingructionswith regard to paying thefee. (1d.) On September
4, 1996, patent counsd sent Shumway afacamiletransmisson. The cover sheet dtates. “ Patent No.
4,509,726 hasamaintenance feedue 10/9/96. Seeout [9c] letter of 5/28/96.” (Ex. 11; Tr. 84-85, 331-
334).

On or about October 8, 1996, theday beforethe* 726 Patent maintenancefeewas due, Shumway
requested that outside counsel send himinformation about the* 726 Patent. (Tr. 334, 337). Inresponse,
counsdl sent abrief fax reminder to Shumway aong with thefront page of the* 726 Patent. (Ex. 12, Tr.
85). Counsd’s copy of the fax contains a note stating “per Perry Shumway 10-8-96 - do not pay
maintenance fee - message wasleft on my voicemail.” (Ex. 12; Tr. 334-35). Thisnoteindicatesthat
Shumway ingtructed counsd not to pay thefee. Based on Shumway’ sindruction, counsd did not pay the
maintenance when it was due on October 9, 1996. (Tr. 335).

Shumway claimsthat his bossat thetime, James Bradshaw, madethe decision not to pay the
maintenance fee, and that Shumway was merdly following orderswhen he directed patent counsdl not to
maintainthe ‘726 Paent. (Shumway Aff., Ex. 13 2). However, the Court findsthat Bradshaw was not
actively involved. Bradshaw doesnot remember having any discuss onswith Shumway about whether to
pay themaintenancefeefor the* 726 Patent. (1d., 86-88). Hedoesnot recal making adecisontodlow
the patent to expire, and he added thet it was not possible that he would have made such adecison on his
own. (Id., 88-89). Rather, Bradshaw testified, any decisonto dlow the* 726 Patent to lgpse had to go
through David VVanDenburgh, who wasin charge of al the American companies. (Id.) VanDenburgh
likewisewas not involved inthedecision to dlow themaintenancefeetoexpire. (Tr. 525). Moreover,
VanDenburgh confirmed that Bradshaw did not have authority to make adecison about whether to pay
maintenance fees. (Tr. 530).

VanDenburgh’ sand Bradshaw' slack of involvement isfurther confirmed by thefact that, as
VanDenburgh tedtified & the hearing, the decison not to pay the* 726 Patent maintenance fee did not make
good businesssensefor American. (Tr. 526). Asstated above, thepatented tapewas American’ smain
product. (Id.) Evenwithadight increaseasof August, 1996, the maintenancefeewasonly $3,315.00,
aninggnificant amount for acompany thesize of American with barbed tape s es of gpproximatey $4

=24 -




© 00 N oo o b~ w N PP

N NN NN NN NDNDR R R B B B B R R
® N o a4 W N P O © 0 N o o b~ w NP O

million and total sdesapproaching $120 million at thetime. (Tr. 156; Ex. 10). Moreover, by October
1996, Allied' snegotiationsto acquire American dso werewd l underway. (Tr. 155-56). Allied was
negatiating to acquire American’ s manufacturing companies, including its barbed tape company, and dl
related assatsand intellectua property. (Tr. 516-18). Regardlessof whether those negotiationswere
successful, American’s ‘726 Patent was avaluable asset. (Tr. 526).

Inaddition, American hed acted to protect itsrights under the 726 Patent through litigation three
timesbefore October 1996. Litigation against Man Barrier was settled and American purchased that
company. (Tr.282). Inas=ttlement agreement between American and Michad Indudtriesand American
in 1988, Michad Indudtries agreed to discontinue making one of itsrazor tgpes, and American agreed not
to further contest other razor tapes. (Tr. 282-83; Ex. 269). In March, 1990, American entered a
sttlement agreement with Allied ssubddiary, Coagtd, in which thelatter agreed to pay American $80,000
and discontinueonedf itsproducts. (Tr. 284-85; Ex. 270). Thelitigation further confirmsthevaueof the
asset to American, and the lack of incentive on the part of the company to allow the patent to
expire.

Unlike Bradshaw and VanDenburgh, however, Shumway had amativeto alow the‘ 726 patent
toexpire By doing 0, Shumway could procesd with hisnew barbed tgpe business, manufacturing arazor
tape that would haveinfringed on the patent hed it remained in effect. Shumway admitted thet he madethe
decison that his new barbed tape company would sal Razor Ribbon type barbed tape, a least in part,
because that tape made up the mgority of the sdesin the marketplace. (Tr. 88). Asexplained above,
Shumway aso had the opportunity to facilitate expiration of the* 726 Patent and heacted onit. The Court
doesnat find Shumway’ sassertionsto the contrary credible. The Court condudesthat Shumway directed
American’s patent counsd not to pay the maintenance fee on the* 726 patent with the god of cregting an
opportunity for hisnew barbed tape company to sdl arazor tapewith dl the dementsof the* 726 patent
dams Because Shumway wasnot acting “innocently” andin“good faith” when he gart acompany to sl
acompeting razor tape, Razor Wireisnot entitled to equitableintervening rights. Henkel Corp., 754 F.
Supp. at 1320. Allied has established a high likelihood of success on thisissue.

AsAllied assarts, even the dbsoluteintervening rightsprovision protectsonly those partieswho
began making, purchasing, or using the otherwise-infringing good after the patent lapsed, i.e., after the
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expiration of the sx-month grace period but prior to reinstatement. Fonar Corp., 107 F.3d a 1554.
Partieswho meke, useor | infringing goodsaspart of a“ continuing commerdd effort begun beforethe
lapse” are not entitled to the protection of this provision. Id.

Within two to three months of ingtructing counsel not to pay the maintenancefeeonthe‘ 726
Petent, i.e., in December, 1996 or January 1997, Shumway and Cano provided VanDenburgh aproposa
about forming apartnershipwiththeir “new venture” (Ex. 7; Tr. 391-92). They offered to havether new
venturemakeand sdll to American the sametype of barbed tape Razor Wiremakestoday. (Tr. 392-93;
Ex. 7). OnFeoruary 4, 1997, Allied spurchase of American’ smanufacturing companies became effective
and Shumway becamean Allied employee. (Ex. 522). Shumway began preparingabusnessplanfor the
new barbed tape venture, then named “Razor Wirelnternationd.” (Ex. 46; Tr. 75). The plan Satesthat
Razor Wirewould bea“reincarnation” of American Security Fence, one of American’sformer
subsidiaries. (Ex. 46; Tr. 75).

On February 24, 1997, while Shumway was still working for Allied, Razor Wire, through
Shumway, gpproached anexisting AmericarVAllied barbed tape customer, PatriciaCa deron of Eximco
SavidosIntegrados (“ Eximeo”), and presented aproposa thet Razor Wire partner with Eximeo to beits
“exclugve, highsarviceprovider.” (Ex.9p. 4; Tr. 78-79). Shumway invited Cdderontoinves in Razor
Wire and become aco-owner with aone-third interest, or more. (Id. a 4-5). Shumway indicated that
Razor Wire s*team” was“dready assembled and ready to begin,” (Id. a 3; Tr. 75-76), and that, by
locating Razor Wirein Phoenix, the company could “ st upthe shop and ramp up to afull scdle operation
amog immediately.” Although herefuted it during his hearing testimony, Shumway testified at his
depogtion that the proposa dso wasan offer to sall Caderon the same barbed tepe that Razor Wire s
today. (Tr. 76, 78-79).

Razor Wire solditsfirst barbed tape product in about June 1998, to the State of Florida, after
having secured the contract afew monthsearlier. (Tr. 114-15, 394). At that time Razor Wire's
production fadility was not yet running, S0 Razor Wire acquired barbed tape from American, product mede
by Allied, and shippeditto Horidaasitsown. (Tr. 115). Allied had bid onthe Horidacontract against
Razor Wireand lost. (1d.)
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Shumway and Cano were seeking investors and customersfor Razor Wire beginning with
VanDenburghin December, 1996 or January 1997, and continuing with Eximco in February, 1997. This
solicitation of investorsand cusomerscongitutes” commercid effort”, see Fonar Corp., 107 F.3d a 1554,
begun prior totheexpiration of thesx-month grace period following nonpayment of the maintenancefees
in October, 1996; thus, Razor Wire' s subsequent manufacture and sale of the barbed tapeispart of a
“continuing commerad effort begun beforethelgpse’ of the' 726 patent. 1d. Asaresult, Razor Wireis
not entitled to the statutory absoluteintervening right to sall the product manufactured during the lapse
period. Allied has established alikelihood of success on the merits of thisissue.

Manedy requeststhat the Court grant equitableintervening rightsto Razor Wire so that Manedy
can recoup its$675,000 outstanding investment in Rezor Wire. (Tr. 909). Manedy provided Razor Wire
the capitd required to create its barbed tape manufacturing businessvialoansand aline of credit. (Tr.
877-881, Ex. 115, 122). Razor Wirewasresponsblefor manufacturing the barbed tape, and Manedy
wasresponsblefor sdesand marketing. (Tr. 930-931, Ex. 75at 2, Ex. 230). Razor Wireagreedto use
Manedy’sbusness name of “Whesatland.” (Tr. 878, 922). Razor Wire was known to the barbed tape
industry as Wheetland Razor Tape, and Manedy asWhesetland Tube. Manedy Satesthat Razor Wire
represented that there were no patent issues, and that Manedly had no knowledge of problemswith the
726 patent prior to thelawsuit. (Tr. 909-10, 917; Ex. 300 a 68). However, Manedy hasnot argued
that Razor Wire can be accorded intervening rights merdy to protect aninvestor when such rightswould
not atherwisebeaccordedtoit. The Court dso notesthat Manedy obtained asecurity interest for itsloan,
intheform of agenerd lienonvirtudly al of Razor Wire sproperty, and persond guaranteesby Shumway,
Cano, andtheir spouses. (Exs. 116, 118, 119). Manedy isnot entitled to intervening rightsgiven the
Court’ s findings about Razor Wire's conduct.

. Irreparable Injury

BecauseAllied hasegtablished agrong likdihood of successof provinginfringement and prevailing
onvdidity, itisentitled to apresumption of irreparable harm. Canon, 134 F.3d & 1090. Absent evidence
“dearly negaing irreparableharm,” thereisno bagsfor finding that the presumption of irreparable harm
isovercome. Polymer Tech., Inc. v. Bridwell, 103 F.3d at 974, 975 (Fed. Cir. 1996) (vecating denid of
preliminary injunction because evidence court relied upon waslegdly insufficient to rebut presumption of
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irreparableharm). Two of thethree circumstancesthat may be sufficient to rebut the presumption of
irreparable harm do not exist here: contemporaneous cessation of theinfringing activities, or apaitern of
licensing. Polymer Tech., 103 F.3d at 974.

Defendantsarguethat the presumptionisrebutted because Allied ddayed bringing suit. Defendants
point out thet Allied firgt became aware of the existence of Razor Wire when Shumway tdephoned Boggs

Allied’ sDirector of Busness Deve opment, in January 1998 totdl him about Razor Wire sformationand
ask whether Allied wasinterested in buying barbed tapefrom Razor Wire. (Boggs Dep., March 22, 2000,
63-64; Tr. 772). By thefirg quarter of 1998, Larry Knapp, Generd Manager of Allied’ sFence Divison,
percelved that Razor Wire was acompetitor. (Knapp Dep. 19-20, 30-31). Deb Skowronski, an Allied
employeerespongblefor providing quotationsfor, and managing inventory of Allied'sbarbed tape, first
became aware of Razor Wirein Spring 1998 from abid list from the Horida Department of Corrections
(Skowrongki Dep. 10-11, 18). By mid-1998, she mentioned Razor Wireto Rick Mullins her immediate
superior. (Skowronski Dep. 11, 28). Around that sametime, Allied was beginning to recaive market
information that it waslosing ordersto Razor Wire. (Id. at 30). Alliedinitialy declined to meet or begat
Razor Wire spriceinthe market. (Skowronski Dep. 1d. at 30; Knapp Dep. 37-38; Mullins Dep. 25).
Allied maintained that Srategy for aperiod of timein the hopethat RAZOR WIREwould adjust itsprice,
but subsequently began lowering its prices. (Skowronski Dep. 30; Knapp Dep. 37-39).
Defendants arguments about undue delay are consderably weekened by thefact that Razor Wire
did not start producing barbed tape until after the middle of 1998. Allied could not determine whether
Razor Wirewas offering anidentical product until Razor Wire had product to sell. Allied obtaineda
sample of Razor Wire's product in September or October, 1998, and concluded that it was
indistinguishable from Allied’ sproduct. (Tr. 154, 274-75). Moreover, Allied had to investigate the
arcumstancessurrounding theexpiration of the* 726 patent, and then request reindatement. (Tr. 275-76).
When the PTO reingated the patent on October 26, 1999, Allied sued for infringement the next day, as
soon asthey could— October 27, 1999. Allied did not unduedday in chdlenging Razor Wire. SeeELI.
du Pont de Nemours & Co. v. Polaroid GraphicsImaging, Inc., 706 F. Supp. 1135, 1145 (D. Ddl. 1989)
(granting preiminary injunction and finding no dd ay where patenteewaited tofile suit until after condusion
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of action in PTO related to patent and as soon as “there was an economic reason to take action”).
Therefore, the presumption of irreparable injury is not overcome.
I11.  Conclusion
Allied hasestablished both alikelihood of successonthe meritsof thechdlengestothe patent’s
vaidity and on Defendants argumentsregarding absolute or equitableinterveningrights. Allieddso hes
esablishedirreparabdleinjury. Therefore, the Courtwill grant Allied sMotion for Prliminary Injunction.
Accordingly,
IT 1SORDERED granting Plaintiff’s Motion for Preliminary Injunction. (Dkt. #).
DATED this____ day of September, 2000.

Roslyn O. Silver
United States District Judge

copiesto all counsel of record
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